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ECONOMIC UPDATE

Most of the talk over the last month has been centered on the upcoming election. The results of the
November election could impact the direction of the economy in the coming years. You have two very
different candidates; one expected to maintain the status quo which could lower overall market
volatility, and the other whom would likely bring transformative policies and market uncertainty.

Along with the presidential race, the House of Representatives and Senate races will also play a part. At
this time, it is widely believed that the Republicans will retain control of the House and lose control of
the Senate. While the election is still nearly 2 months away (an eternity in politics), it is possible that you
could see one party control. Although this scenario is unlikely, were it to occur, it could be disastrous for
the Treasury market since it increases the risk of spending in turn increasing the deficit, interest rates,
and inflation.

The most likely scenario being predicted is a Clinton win and a divided government (a republican house
and democratic senate). This scenario would be viewed as the status quo keeping market volatility low
with long term 30-year yields increasing around 10-15 bps. Shorter term yields would be expected to
remain the same.

Shifting gears to Fed news; Federal Reserve Chair Janet Yellen has stated that the case to raise interest
rates is getting stronger and that the economy is “nearing” the Fed’s goals of full employment and
stable prices. She did not go into the timing of the rate hike but did suggest that it could be another 25
bps hike. Economic growth is expected to be moderate and over the next few years the labor market is
expected to strengthen and inflation to rising to 2%. The Fed anticipates that “gradual” increases to
rates will be appropriate over time to sustain employment and inflation near their objectives.

There is a segment of the market that believes a rate hike could occur in September 2016. However, the
most likely scenario would be a rate hike in late 2016/early 2017. Fed fund probabilities are posted
below for reference.

99] Export Data world Interest Rate Probability |

IQETOSRAF Jtures: Fed Funds | | FED Effective Rate 0.40

1] Overwew i Fumre Implied Probability

Current Implied Probabilities | 3 Add/Remove R
Dates @ Meeting ¢ Calculation Calculated 016 Based on rate 0.25-0.50
MeetinalProb Of HikelProb of Cut}d-3.25]70,25-0.5[0,5-0.75]0.75-1]1-1.25][1,25-1.5[1.5-1.75
09/21/2018 32.0% 0,0% 0,0% 68.0% 22.0%  0.0% 0.0% 0,0% 0,0%
1170272014 37.8% G.0% 0.0% 52.2% 35.1% 2.7%] 0.0% 0% 0,0%
12/14/2016 58.6% 0% 0.0% 4143 4413 13.6%] 0.9% 0,0% 0,0%
0270172017 61.2% 0.0% 0.0% 38.8%  H4.0%| L5.5% 1.7% 0.1% 0,0%
0371572017 465.8% 00% 0.0% 24.2%  43.4%| 18.8% 2.3% 0.2% 0.0%
05/03/2017 57.3% 00%  0.0% 32.7%  43.0%| 19.9% 4.0% 0.4% 0.0%
06/ 1472017 73.1% 0.0% 0.0% 26.9%  4L.1%| 24.0% 6.9% 1.0% 0. 1%
07/26/2017 72.2% 0.6%  0.8% 27.2%  40.7%| 23.6% 6.7% 1.0% 0.1%
09/20/2017 73.8% 0.6%0 0.6% 25.6% 39.9% 24.7%| 7.7% 1.4% 0,1%
1140172017 73.8% 0,63 0.6% 25.6% 39.9% 24.7% 7.7% 1.4% 0.1%
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